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Mr. Maysank, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


[To accompany H. R. 5893] 


The Committee on Banking and Currency, to whom was referred 
the bill (H. R. 5893) to provide additional funds to the Administrator 
of Veterans’ Affairs for direct home and farmhouse loans to eligible 
veterans, under title II] of the Servicemen’s Readjustment Act of 1944, 
as amended, having considered the same, report favorably thereon 
and recommend that the bill do pass. 


EXPLANATION OF THE BILL 


The bill would make available additional funds not to exceed $125 
million to provide for the making of additional direct loans under the 
Servicemen’s Readjustment Act in areas where VA-guaranteed 4- 
percent loans are not available from private sources. The interest 
rate on direct loans made by the Veterans’ Administration is 4 percent 
per annum and the maximum loan amount in the individual case is 
$10,000. 

The stand-by direct loan program of the Veterans’ Administration 
was originally recommended by your committee when it reported the 
Housing Act of 1950 (Public Law 475, Sist Cong., effective April 20, 
1950). The program was authorized in recognition of the fact that 
many World War II veterans, particularly those living in smaller 
towns and in semirural areas, were unable to find private lenders 
willing to make VA-guaranteed 4-percent home loans. The strictly 
stand-by and supplemental character of the direct-loan program was 
underscored by requirements in the law that the Administrator could 
make direct loans available only in those areas where private capital 
is not available for GI 4-percent loans, and that the veteran show that 








2 PROVIDE ADDITIONAL FUNDS FOR HOME AND FARMHOUSE LOANS 


no private lender in the community is willing to make him a GI 4- 
percent loan. Your committee believes that the basic purpose of the 
law has been faithfully administered and has fulfilled-a real service in 
meeting the needs of veteran home buyers who do not live in the 
larger urban sections of the country where private capital for VA- 
guaranteed 4-percent loans has been relatively in better supply. 

The original authorization contained in Public Law 475 provided 
for a maximum of $150 million in direct loans. The authority of 
Veterans’ Administration to make direct loans expired June 30, 1951, 
but was later extended through June 30, 1953, by Public Law 139, 
Eighty-second Congress, effective September 1, 1951. The extended 
program did not provide for an increase in the $150 million authoriza- 
tion but did reconstitute the fund as a revolving fund which permits 
the making of direct loans in excess of $150 million by an amount 
equal to the amount of principal repayments and the amount of sales 
of direct loans to private lenders. It was hoped that this revolving 
fund feature would enable the Veterans’ Administration to serve 
additional veterans as principal repayments and sales to private 
lenders took place. But principal repayments on loans already made 
amount to only about $500,000 per month for the country as a whole. 
Moreover, due to the condition of stringency which has characterized 
the mortgage market over the past year, the sale of direct loans, which 
was looked to as the primary means of rec apturing funds in order to 
make new direct loans, has met with only lukewarm acceptance in 
the private mortgage market. While the sales program has only 
gotten under way, yet, according to the Veterans’ Administration, it 
indicates a certain amount of lender interest which is at least mildly 
encouraging. 

Thus, through the end of February, the Veterans’ Administration 
has sold direct loans in a dollar total of $920,000, an additional $430,000 
was in process of closing, and lenders had tentative reservations for the 
purchase of additional loans totaling $1 million. It is hoped that the 
rate of sales will pick up during the remainder of this fiscal year and 
also in fiscal year 1953, but it is still not possible to estimate the approx- 
imate magnitude which such sales will attain, in view of the relatively 
brief period during which the sales program has been in active opera- 
tion. In the immediate period, at least, it is extremely unlikely that 
the sale of loans to private investors will be adequate to meet the ex- 
pected demand for direct loans for veterans in view of the current 
state of the mortgage market. 

As a result, the present resources of the fund are virtually exhausted 
and the Veterans’ Administration is unable to meet the demand for 
direct loans in the areas now designated as eligible. Your committee 
is hopeful that the additional funds provided by this bill will serve to 
meet most of the expected demand for direct loans in the designated 
areas. 

The amendment adopted by the committee does not provide for 
making available the full $125 million immediately. The bill weld 
employ a method which would spread the funds out over the life of 
the direct-loan program which expires June 30, 1953. The sum of 
$25 million would be made immediately available between the date 
of passage of the bill and July 1, 1952, and thereafter a maximum 
of $25 million per calendar quarter would be made available. How- 
ever, the $25 million which is made available each quarter is to be 
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reduced by the dollar amount of sales of direct loans made in the 
preceding quarter. Thus, the amount of new borrowing from the 
Treasury will be directly reduced below the $25 million per quarter 
maximum to the extent that the Veterans’ Administration is success- 
ful in selling direct loans previously made to private lending institu- 
tions in the preceding quarter. 

In the wording of the bill (H. R. 5893) as referred to this com- 
mittee, there was some question as to whether the initial $25 million 
to be made available between the date of passage and July 1, 1952, 
is to be reduced by direct-loan sales in the preceding 3-month period. 
Your committee has considered that question and believes that the 
phrasing of the bill is sufficiently clear to express the legislative intent 
that the initial $25 million sum should not be made subject to the 
deduction of previous sales, 

Your committee wishes to emphasize that the additional direct loans 
which would be made possible by this bill, as are those heretofore 
made, will be confined generally to the nonmetropolitan areas of the 
country so that nearly all direct: loans will be made in the smaller 
towns and rural areas of the country. The committee emphasizes 
further that direct loans are not to be made regardless of area wherever 
a private lender shows a willingness to make a VA-guaranteed 4-per- 
cent loan. 

The law requires also that the veteran be a satisfactory credit risk 
and that he indicate ability to repay the direct loan. The sound 
character of the direct loans already made by the Veterans’ Adminis- 
tration is amply demonstrated by the low default rate and the vir- 
tually negligible foreclosure rate on the approximately 20,000 loans 
made to date. 

The report of the Veterans’ Administration follows: 


+ VETERANS’ ADMINISTRATION, 
Washington, D. C., April 3, 1952 
Hon. Burnet R. MAYBANK, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

DEAR SENATOR MayBaNk: Further reference is made to your letter of February 
21, 1952, requesting a report by the Veterans’ Administration on H. R. 5893, 
Kighty-second Congress, an act to make additional funds available to the Admin- 
istrator of Veterans’ Affairs for direct home and farmhouse loans to eligible 
veterans, under title ITI of the Servicemen’s Readjustment Act of 1944, as 
amended. 

The purpose of H. R. 5893, as passed by the House of Representatives on Feb- 
ruary 19, 1952, is to amend section 513 of the Servicemen’s Readjustment Act 
of 1944, as amended, by the addition of subsection (d) authorizing not to exceed 
$125,000,000 additional for the revolving fund for the purpose of making direct 
home and farmhouse loans to veterans, subject to the requirement that not more 
than $25,000,000 is to be made available during each quarter annual period until 
June 30, 1953, minus the amount of sales in the preceding quarter of previously 
made mortgages to private lending institutions pursuant to section 512 (d). 

Whether or not it is intended to provide in this measure that the initial quarterly 
authorization, to be made between the date of enactment of the measure and 
July 1, 1952, would be subject to the deduction in the amount of funds returned 
to the revolving fund in the preceding quarter from sales of mortgages, as is 
prescribed for advances to be made in the quarter annual periods subsequent to 
July 1, 1952, is not entirely clear from a careful reading of the measure. It is 
suggested that the committee will desire to make the intent clear. 

The program for direct loans was enacted by the Housing Act of 1950 (Public 
Law 475, 8lst Cong., approved April 20, 1950), and provided the Administrator 
of Veterans’ Affairs with temporary authority (through June 30, 1951), to make a 
maximum of $150,000,000 in direct home and farmhouse loans to veterans in 
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areas where loans from private lending sources are unobtainable at an interest 
rate not in excess of 4 percent per annum. This authority was extended from 
June 30, 1951, to June 30, 1953, by section 614 of the Defense Housing and Com- 
munity Facilities and Services Act of 1951 (Public Law 139, 82d Cong., approved 
September 1, 1951), and the direct loan fund, while not increased, was reconsti- 
tited as a revolving fund, thus permitting additional loans to be made as the 
fund was augmented by repayments, prepayments and sales of mortgages to 
private lenders 

From the initiation of the direct loan program in July 1950 through February 
29, 1952, the Veterans’ Administration had approved 21,622 direct loans with 
an initial principal amount of $142 million. An additional $8.4 million had been 
reserved for loans in process, bringing the total amount reserved through Febru- 
ary 29, 1952, to $150.4 million. Principal repayments and sales credited to the 
revolving fund through the end of February 1952, totaled $6.2 million so that 
the grand total available for allotment as of that date was $156.2 million. 

As of February 29, 1952, field offices with direct loan activities had disbursed 
or reserved direct loan funds in the total amount of $150,442,489, leaving approxi- 
mately $5.8 million available for additional direct loans. However, since appli- 
cations on hand for which reservations had not been made by February 29, 1952, 
amounted to an estimated $16 million, it is apparent that present funds will soon 
be exhausted. Under the revolving fund feature of the law, principal repay- 
ments permit the making of new loans but funds from this source cannot be 
expected to average more than $500,000 per month. 

Accordingly, the ability of the Veterans’ Administration to continue making 
direct loans in any significant volume will depend primarily upon the amounts 
recaptured through the sales of direct loans to private investors. The Veterans’ 
Administration has initiated an active program to interest private investors in 
the purchase of these loans. Final procedures for effecting direct loan sales were 
distributed to Veterans’ Administration regional offices on December 12, 1951, 
and a public announcement regarding the availability of such loans for purchase 
was made on December 20, 1951. The statistical record of the Veterans’ Admin- 
istration’s efforts to sell direct loans, and thereby increase the funds available to 
make new direct loans, is still of relatively brief duration. It does, however, 
indicate a certain amount of lender interest which is at least mildly encouraging. 
Thus, through the end of February, the Veterans’ Administration has sold direct 
loans in a dollar total of $920,000, an additional $430,000 was in process of closing, 
and lenders had tentative reservations for the purchase of additional loans totaling 
$1 million. It is hoped that the rate of sales will pick up during the remainder 
of this fiscal year and also in fiscal year 1953, but it is still not possible to estimate 
the approximate magnitude which such sales will attain, in view of the relatively 
brief period during which the sales program has been in active operation. In the 
immediate period, at least, it is extremely unlikely that the sale of loans to private 
investors will be adequate to meet the expected demand for direct loans for 
veterans in view of the current state of the mortgage market. 

In considering the proposal to increase the revolving fund as proposed by 


H. R. 5898, it is of basic importance to determine, to the extent foreseeable, the 
volume of direct loan applications by veterans in eligible areas which may be 
anticipated in the near future. While it is impossible to make any firm estimate 


of the future demands for direct loans a review of the rate at which funds have 
been reserved since the direct loan program was initiated gives at least some clue 
as to the prospective demand, subject to the assumption that there will be no 
major expansion in the areas eligible for direct loans 

During the 11-month period from the beginning of the direct loan program to 
June 30, 1951, direct loans approved by the Veterans’ Administration totaled 
over $105 million, an average of $9.6 million per month. During the 4 months 
following the extension of the program on September 1, 1951, an additional $42 
million was reserved for direct loans, an average of $10.5 million per month. 
During September and October reservations averaged $17.5 million per month, 
although this average was undoubtedly inflated somewhat by the reprocessing 
of applications which were received prior to June 30, 1951, whieh could not be 
processed for approval prior to that expiration date. However, the volume dropped 
sharply to $3.6 million in November and $3.3 million in December, as many 
regions approached the maximum amounts allocated to them. The sharp decline 
in the volume of reserved funds continued into 1952 with reservations of $2.2 
million in January and only a little over $800,000 for February. It would appear 
reasonable to assume from the foregoing that at least $10 million per month will 
be needed to meet the probable demand by veterans in the rural and less populous 
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sections of the country eligible for direct loans. As heretofore indicated, the 
amounts paid into the revolving fund from principal repayments and from sales 
of loans to private investors will be inadequate to meet such demand at least in 
the few months immediately ahead. 

Another factor to be considered in relation to this proposal is the outlook con- 
cerning the supply of private mortgage capital. In recent months the Veterans’ 
Administration and many financial analysts have held the expectation that the 
market would improve in the reasonably near future so as to release a much 
greater supply of funds for mortgage lending than is now available. Some of the 
primary reasons for this expectation are (1) the gradual disappearance of the 
tremendous volume of mortgage commitments entered into by mortgage lenders 
in the latter part of 1950 and early 1951, (2) the marked rise in liquid savings 
flowing into mortgage lending institutions, and (3) an expected decline in the 
availability of mortgage investments because of existing mortgage credit controls 
and controls on the amount of materials available for building new housing. It 
has been felt that these primary factors and others would tend to increase the 
supply of money seeking outlet in mortgage investment, including V A-guaranteed 
loans which carry a maximum interest rate of 4 percent perannum. This included 
the hope that such an improvement in the mortgage money market would not 
only increase the supply of GI loans in areas not designated as eligible for direct 
loans, but would also make it easier for the Veterans’ Administration to sell its 
direct loans which have been made in eligible areas in order to make effective the 
revolving principle of the present $150 million direet loan fund. 

It is now recognized that this expected trend has been halted somewhat by the 
uncertainty among lenders over the future structure of money vields which has 
been induced by the unanticipated softness recently apparent in the market 
demand for long-term Federal Government bonds. While it is still believed that 
the factors mentioned above will lead sooner or later to an-improvement in the 
private mortgage money market, the fact remains that the availability of private 
mortgage capital for VA-guaranteed 4-percent loans has been greatly contracted 
in many communities of the United States. However, it is by no means true that 
the supply of private capital flowing into-GI loans has virtually disappeared. 
Although the current monthly rate of GI home loan applications is substantially 
below the peak levels of 1950 when mortgage money was exceptionally easy to 
obtain, the Veterans’ Administration is still receiving 25,000 to 30,000 GI home 
loan applications each month and this rate does not compare unfavorably with 
many past periods since the inception of the loan-guaranty program. Most of the 
loans involved are being originated in the larger towns and urban centers and 
approximately 20 percent of recent GI home loans has been provided through the 
utilization of Government funds expended by the Federal National Mortgage 
Association. 

In this connection it would appear appropriate to state that the impending 
exhaustion of the funds of the FN MA will in all probability further complicate the 
tight GI loan situation existing in many communities and, in the immediate period 
at least, will very likely increase the strain upon the limited resources of the direct 
loan fund were the subject bill to become law. At the present time there is less 
than $150,000,000 still available for general over-the-counter purchases which 
has not been earmarked or committed by FNMA. This limited fund is available 
for the purchase of FHA loans as well as GI 4-percent loans. Moreover, at the 
present rate of sales of mortgages to FN MA, it seems a foregone conclusion that 
very shortly FNMA will have no more funds to buy GI loans other than those 
which may stem from programed sales housing in defense areas. Regardless of the 
justification for allocating FNMA funds to get financing support to defense and 
military housing, the fact cannot be escaped that the use of FN \MA funds for such 
purpose has virtually eliminated the efficacy of that. market as a broad secondary 
market support for the GI 4-percent loan. 

The foregoing views and comments are intended to present various considera- 
tions bearing on the question of increasing the revolving fund by not to exceed 
$125,000,000 in the light of the fact that the Congress has alreadv determined 
that the direct loan program should continue as a stand-by expedient for the 
additional temporary period ending June 30, 1953. It is pertinent also to com 
ment briefly with respect to the relationship of the proposed additional direct 
loan fund to the general problem of inflationary pressures. It may well be argued 
that the provision of Government funds for this purpose, at this time, is incon- 
sistent with the objective of restraining further credit expansion, particularly 
with Government exhortations to private lenders to curtail credit extension in 
many fields. On the other hand, the additional sums involved are relatively 
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small in terms of the total volume of mortgage credit and the increased funds 
would be confined to those areas where private capital is not available for VA- 
guaranteed 4-percent loans. It is noteworthy aiso that in the smaller towns 
and semirural communities in which this program is primarily operating the 
inflationary pressure upon available material and labor supply is not so 
pronounced. 

The authorization of an increase in the direct loan fund would doubtless result 
in pressure upon the Veterans’ Administration to extend the scope of eligible 
direct loan areas so as to include some urban and metropolitan areas not now 
eligible. Despite some pressure in that direction which has already occurred 
by reason of the generally tight mortgage situation, we have maintained the 
general policy of not designating the larger cities as eligible. It is believed that 
this policy is justified on several basic grounds. Private lenders are still making 
4-percent loans available in substantial numbers, although at a reduced level 
from the 1950 peak rate, in most of the urban centers. The legislative back- 
ground of the direct loan program reflected a strong congressional intent to make 
direct loan funds available to veterans living in smaller towns and communities 
where VA-guaranteed 4-percent loans have never been available in any significant 
quantity from private lenders. Moreover, the amount of money available in 
the direct loan fund is so limited in relation to the national demand for GI loans 
that even were the supply of GI 4-percent loans to disappear in metropolitan 
areas, the resources available to the fund would not make it possible to serve the 
needs of veterans in the larger towns and urban centers. 

This would be true even if the revolving fund were increased as proposed by 
H. R. 5893. The validity of this conclusion is supported by the fact that during 
the years 1950-51 private capital was made available to veterans for GI loans at 
an average rate of approximately $200 million per month. In view of all these 
considerations, and in order to effectuate the underlying purposes of the direct 
lending program, it would appear that the Veterans’ Administration should con- 
tinue its present policy in the selection of eligible direct loan areas even though 
additional amounts up to $125,000,000 were added to the fund. The higher 
authorization would assist in meeting the expected demand for GI loans in the 
smaller towns and semirural areas but such a sum would be totally inadequate if 
it had to be made available also to the metropolitan and urban centers of the 
country. With respect particularly to these more populated areas, it is believed 
that the private capital supply for GI loans will begin to improve in 1952. 

Due to the urgent request of the committee for a report on this measure, there 
has been insufficient time in which to ascertain from the Bureau of the Budget the 
relationship of the proposed legislation to the program of the President. Perti- 
nent to this is the statement in the budget message of the President that ‘‘The 
estimates for 1953 assume that the sale of loans already made will provide ade- 
quate funds to meet the future need for new loans.’”’ It would therefore appear 
that in its present form this measure is more nearly in harmony with the Presi- 
dent’s budget message for the fiseal vear 1953 than was H. R. 5893 as originally 
introduced. 

Sincerely yours, 
Caru R. Gray, Jr., Administrator. 





CHANGES IN Existine Law 1n ComPLIANCE WirH THE Cordon RULE 


In compliance with subsection (4) of rule X XIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Section 513, Pusiic Law 346, SEvENTY-EIGHTH CONGRESS, AS AMENDED 


(a) For the purposes of section 512 of this title, the Secretary of the Treasury 
is hereby authorized and directed to make available to the Administrator such 
sums, not in excess of $150,000,000, as the Administrator shall request from time 
to time except that no sums may be made available after June 30, 1951. After 
the last day on which the Administrator may make loans under that section, he 
shall cause to be deposited with the Treasurer of the United States, to the credit 
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of miscellaneous receipts, that part of all sums in the special deposit account 
referred to in subsection (c) of this section, and all moneys received thereafter 
representing unexpended advances or the repayment or recovery of the principa! 
of loans made pursuant to section 512 of this title. Interest collected by the 
Administrator on loans made under section 512 in excess of the amount payable 
by him to the Treasurer of the United States under subsection (b) of this section 
together with any miscellaneous income or credits, shall constitute a reserve for 
payment of losses, if any, and expenses incurred in the liquidation of said obliga 
tions. The Administrator shall have power to invest such reserves, or any un 
expended part thereof, from time to time in obligations of the Government of 
the United States. 

(b) On advances by the Secretary of the Treasury under subsection (a) of this 
section, less those amounts deposited in miscellaneous receipts under subsections 
(a) and (c) hereof the Administrator shall pay semiannually to the Treasurer of 
the United States interest at the rate or rates determined by the Secretary of the 
Treasury, taking into consideration the current average rate on outstanding 
marketable obligations of the United States as of the last day of the month 
preceding the advance. 

(c) In order to make available the sums payable under subsection (a) of this 
section and to effectuate the purposes and functions authorized in section 512 of 
this title, the Secretary of the Treasury is hereby authorized to use, as a publie 
debt transaction, the proceeds of the sale of any securities issued under the Second 
Liberty Bond Act as now in force or as hereafter amended, and the purposes for 
which securities may be issued under the Second Liberty Bond Act as now in 
force or as hereafter amended, are hereby extended to.include such purposes. 
Such sums, together with all receipts hereunder, shall be deposited with the 
Treasurer of the United States, in a special deposit account, and shall be available, 
respectively, for disbursement for the purposes of section 512 of this title. Except 
as otherwise provided in subsection (a) of this section, the Administrator shall 
from time to time cause to be deposited into the Treasury of the United States, 
to the credit of miscellaneous receipts, such of the funds in said account as in his 
judgment are not needed for the purposes for which they were provided, including 
the proceeds of the sale of any loans, and not later than June 30, 1952, he shall 
sause to be so deposited all sums in said account and all moneys received there- 
after in repayment of outstanding obligations, or otherwise, except so much 
thereof as he may determine to be necessary for purposes of liquidation. Without 
regard to any other provisions of this title, said Administrator shall have authority 
to take or cause to be taken such action as in his judgment may be necessary or 
appropriate for or in connection with the custody, management, protection, and 
realization or sale of such investments, to determine his necessary expenses and 
expenditures, and the manner in which the same shall be incurred, allowed and 
paid, to make such rules, regulations, and orders as he may deem necessary or 
appropriate for the carrying out of the functions hereby or hereunder authorized 
and, except as otherwise expressly provided in this title, to employ, utilize, com- 
pensate, and delegate any of his functions hereunder to such persons and such 
corporate or other agencies, including agencies of the United States, as he may 
designate. 

(d) For the purposes of further augmenting the revolving fund established in sub- 
section (a) hereof the Secretary of the Treasury is authorized and directed between the 
effective date of this subsection and July 1, 1952, to make available to the Administrato: 
such additional sums not in excess of $25,000,000 as the Adminisirator may request, 
and is authorized and directed to advance from time to time thereafter until June 30, 
1953 such additional sums as the Administrator may request, provided that the aggre- 
gate so advanced in any one quarter annual period shall not exceed the sum of $25,- 
000,000 less that amount which had been returned to the revolving fund during the 
preceding quarter annual period from the sale of loans pursuant to section 512 (d) of 
this title. Except for the limitation-on the sums authorized in subsection (a) hereof, 
this subsection shall be subject to the other provisions of this section and of this title. 


~ 





